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Inside this week’s edition…
Know the Flows: Investors Seeing Some Value In Emerging Markets But
Remained Deterred By Trends In Europe - by Cameron Brandt, p3
On the heels of following the third US interest rate hike so far this year
flows into EPFR-tracked Emerging Markets Equity Funds hit a 27-week high
and Emerging Markets Bond Funds took in fresh money for the third week
running.
The US Economic Growth Engine That Might Impact The ECB
- by Marcus Dewsnap, p4
So, what is good for the US isn't necessarily good for the rest of the world!
In the land of the perverse, how can it be that the generally acknowledged
economic growth engine of the world firing on all cylinders has a negative
impact outside the US? Think financial conditions.
The Sek Week: Bias is Bearish - by Rachel Bex, p5-6
EUR/SEK pierced through a perceived near-term top around 10.42 last
week, extending gains to a 10.4584 high after Swedish IP/orders/private
sector production revealed some unexpected weakness.
The Beijing Put, Copper and EM – by Chris Shiells & Ed Blake, p7-8
Copper and Emerging Markets are closely linked - the metal is seen as a
predictor of turning points in the global economy due to its widespread use
in most sectors of the economy, and the main producers list is dominated
by Emerging Markets.

The Yen Week: Bias is Bearish - by Tony Nyman & Ed Blake, p9-10
It has served us well though so we're going to stick with trend on the
growth and yield advantage cards.
Falling Aggregate Open Interest A Possible Red Flag For Oil
– by Robert Graystone, p11
The last month has been kind to oil bulls, with Front-Month Brent now on
track for its fourth consecutive week of gains having taken out several of
our upside targets to trade just shy of USD85/brl.
China Insight: Property Developers Feeling The Pressure Of Increasing
Onshore Defaults - by Tim Cheung and Riki Zhang p12-13
Despite the introduction of a number of policy loosening measures starting
in early July, China onshore bond defaults continue to increase.
US 10Yr TIPS – New 7½Yr Highs As Bulls Target 114.2/120.6 by Ed Blake, p15
Buy into corrective dips towards 95.1 in anticipation of a rally extension
targeting 110.0/114.2 and beyond. Place a protective stop beneath the 87.7
higher low.
GBP/USD – Broader Bearish Momentum Dissipating?
– by Andy Dowdell, p16
Below 1.2786 could trigger a deeper setback to 1.2662/1.2589, possibly
1.2439/1.2351. Above 1.3298 hints at wider basing, opening 1.3471,
possibly the 1.3618/1.3712 zone.
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By Cameron Brandt, EPFR Director, Research
On the heels of following the third US interest rate hike so far this year
flows into EPFR-tracked Emerging Markets Equity Funds hit a 27-week
high and Emerging Markets Bond Funds took in fresh money for the
third week running as investors looked for alternatives to expensive US
stocks and the risks they currently associate with European assets.
Global Equity Funds also recorded their biggest inflow since late May
during the week ending October 3rd and over $2 billion flowed into High
Yield Bond Funds.
Investors continue to cut their exposure to Europe, where Italy’s
challenge to the EU over fiscal limits pushed Italian sovereign bond yields
to a four-year high, with Europe Bond Funds experiencing net
redemptions in excess of $1 billion for the fourth straight week and
Europe Equity Funds recording outflows for the 29th time in the past 30
weeks.
Overall, the seven days ending October 3rd saw EPFR-tracked Bond
Funds post a collective outflow of $1 billion while $237 million flowed
into Alternative Funds, $3.5 billion into Equity Funds and $10.2 billion
into Money Market Funds. In the case of the latter, Europe Money
Market Funds recorded their biggest inflow in 39 weeks as they snapped
a five-week redemption streak and Japan Money Market Funds, which
chalked up their biggest inflow since mid-2Q15 the previous week, took
in another $1.3 billion.
At the asset class and single country fund levels, Bank Loan Funds took in
fresh money for the 13th straight week, redemptions from Inflation
Protected Bond Funds climbed to a 28-week high and investors pulled
over $1 billion from Total Return Bond Funds. Flows into South Africa
Equity Funds hit levels last seen in late 1Q16, Argentina Equity Funds
snapped a 10-week outflow streak and Turkey Equity Funds took in fresh
money for the 23rd time in the past 25 weeks.
With the third quarter earnings season about to kick off, another US rate
hike to be factored in to models and forecasts, more political uncertainty

in Europe and the revised GICS sector classifications coming into effect,
there were plenty of catalysts for EPFR-tracked Sector Fund flows in
early October. Commitments to Infrastructure and Energy Sector Funds
hit 13- and 15-week highs respectively and Healthcare Sector Funds
absorbed another $1.2 billion while over $800 million flowed out of Real
Estate, Consumer Goods and Financial Sector Funds.
Consumer Goods Sector Funds, which see a dozen of the current line-up
of companies shifted to the new communications sector group, posted
their biggest outflow since early April. Investors are also concerned
about the impact higher US interest rates and tighter Eurozone
monetary policy will have on consumers in both regions.

For further information on EPFR, please click HERE
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By Marcus Dewsnap, IGM Senior Analyst/Editor
So, what is good for the US isn't necessarily good for the rest of the
world! In the land of the perverse, how can it be that the generally
acknowledged economic growth engine of the world firing on all
cylinders has a negative impact outside the US? Think financial
conditions.
The US bond sell-off that is gripping the rest of world results in higher
yields. A bond yield can be thought of as containing two elements, real
and inflation compensated. The more of rising yield that is attributed to
the real element, then the tighter financial conditions will become,
which is what is occurring.
It can be argued that the seemingly on fire US economy where
overheating might become an issue needs tighter financial conditions.
The trouble is that it doesn’t follow that the rest of the world necessarily
needs, or wants, more expensive borrowing costs which constrain global
growth expectations. Outside of the US, higher yields increase borrowing
costs without the commensurate growth impulse that is occurring
Stateside.

Hence, it shouldn't come as much of a surprise to see equities under
pressure, Emerging Markets in particular, when we add in a rising oil
price concurrent with a strengthening dollar - a double whammy for
crude importers. Dollar denominated debt becomes more expensive
(and there is a lot of this out there) and as terms-of-trade move against
these nations exports become more expensive. Those with large current
account deficits become especially vulnerable.
The Eurozone, at least, has a large current account surplus. Still, higher
oil prices and higher/steeper yield curves caused by an increasing real
element are the last thing the European Central Bank (ECB) wants when
economic growth is slowing. Policy is still extremely accommodative and
will stay so even once new debt purchases via quantitative easing (QE)
stop, as is expected at year-end. If economic growth is thought to be
slowing to below trend, there is a good chance QE will continue as this
could become disinflationary.

Thus far there has been little on reinvestment timescale aside from 'as
long as is necessary'. So probably to continue until well after the first
hike. At the September ECB meeting, President Draghi did say there will
need to be a discussion at either the October or December meeting.
EUR20bn per month of reinvestment deserves attention. Especially if
unwanted and in the Eurozone possibly unwarranted tighter financial
conditions emerge.
One option is to change the maturity profile via an Operation Twist, as
periodically gets a mention. This will offer not only a way to keep the
capital key intact (the ECB seems intent on this), but also alters the
amount of stimulus by manipulating financial conditions via a country's
yield curve. This could even become country specific if the ECB were to
get past the interpretation of its brief that its remit is euro-wide.
However, given this necessarily means country-specific judgements, it
will still run the risk of political and/or geographical bias.
Can you imagine the clamour if the Italian Draghi were to ok changing
the maturity profile of Italian purchases? Further, if in buying more longterm BTPs this lowered Italian government financing costs, might this
not let a government off the hook on structural reforms and encourage
the sort of profligate spending certain administrations have been
accused of?
An advantage, however, would be to tighten financial conditions in
economies that need this and loosen in those that where economic
growth is slowing. Amongst all this, a reinvestment discussion might
need to consider what represents the bigger threat to economic and
financial stability. That is, slowing economic growth and the sovereign
debt-bank doom loop alongside maybe the irrevocability of the single
currency versus the ECB’s Euro-wide remit interpretation.

This piece first appeared on ReachX HERE.
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The Sek Week - Bias is Bearish
By Rachel Bex, IGM Senior FX Analyst
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Expected EUR/SEK trading range: 10.35-10.52.

Cont. Page 6
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The Sek Week - Bias is Bearish … Continued
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EUR/SEK pierced through a perceived near-term top around 10.42 last
week, extending gains to a 10.4584 high after Swedish IP/orders/private
sector production revealed some unexpected weakness.
Clearance of the 10.4256/10.4313 resistance zone has strengthened the
underlying structure, while speculation for some seasonal SEK
weaknesses in October is also proving a psychological influence on trade.
Otherwise, players are now gearing up for this week's key Swedish
inflation data (Thursday). Indeed, while CPIF remains above target, the
August print unexpectedly missed forecasts, and various Riksbank
members have conceded that underlying inflation remains weak.
Most importantly, while there are at least two hawkish dissenters on the
board, Governor Ingves is ever cautious on the outlook, continuously
repeating the need to be vigilant on inflation pressures. The CB Chief
has previously noted that while CPIF has broad inflation back at target,
the pick-up has nonetheless been due to temporary factors. To this, we
suspect that unless underlying CPI excluding energy rises in line with or
above the Riksbank's own expectations (over the next three months),
policy tightening will likely be delayed until 2019.
Also look out for Prospera Inflation Expectations Wednesday.
Bullish TECHS note: Focus now turns to 50% of Aug-Sep's (10.729110.2855) fall at 10.5073, above which will target minor reaction highs at
10.5669/10.6087. Dips should hold support in the 10.3725/.3376 area,
near the 100-Day MA (approx 10.37).
RISKS come via unexpected strength in the underlying CPIF rate
(excluding energy). A development which should see Dec swing into
favour as the rate hike month and at least help limit Sek losses.

6

The Context
Title
The Beijing Put, Copper and EM
By Chris Shiells, IGM Managing Analyst EM & Ed Blake IGM Chief FI Technical Analyst
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Copper - a sign of things to come

Why is this important to Emerging Markets?

Back in August we suggested that copper may have bottomed and due
to the next wave of Chinese economic stimulus should start to turn
higher (Viewpoint: Copper and Clp could extend upside recovery on
China stimulus). Chinese policymakers ramped up their efforts to
stimulate the economy in late July, but the turn in copper and Emerging
Market stocks did not quite materialise as we expected, as copper went
on to bottom in mid-Aug at USD5,801/tonne (LME rolling 3-mth forward
contract). However, our argument still stands and we believe that
copper may now have started to turn as since these lows, prices have
climbed over 8%. The technical chart below suggests that there is
scope for a rally above 6,500 (6,746 the target).

Copper and Emerging Markets are closely linked (see correlation graph
below) - the metal is seen as a predictor of turning points in the global
economy (Dr. Copper) due to its widespread use in most sectors of the
economy, and the main producers list is dominated by Emerging
Markets.

This is further supported by the EPFR fund flows data, which shows that
copper prices usually lead a recovery in investor flows into EM Bond and
Equity Funds (see graph below).

Cont. Page 8
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The Beijing Put, Copper and EM ... Continued
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China is the world's largest importer of copper ores and concentrates
and a recovery in its imports usually leads to a rise in copper prices (see
graph below). Thus if China's imports are growing, copper prices should
rise and this usually signals a rally in Emerging Markets. For Chinese
imports to grow the economy needs to maintain its current growth
levels, and this is why Chinese stimulus is so important.

In the past (2009, 2011-12 and 2015-16) the “Beijing put" – investor
expectations that Chinese policymakers will always prop up the economy
and markets if growth declines sharply - has been relied upon to avert a
Chinese hard economic landing and been a catalyst for a wider rally in
Emerging Markets. The chart below shows that during and after previous
periods of economic stimulus from China the MSCI EM index has rallied.

Fundamentals support rise in copper prices

This time, Beijing has responded in sorts, with a recent shift towards
more growth-supportive policies (lower reserve requirement ratios for
banks, tax cuts and billions in cash injections from the PBoC), aimed at
countering the rapidly escalating trade war with the US. JP Morgan
recently predicted that in 2019 Chinese growth will fall just 0.1
percentage point to 6.1%, as the government's fiscal and monetary
stimulus compensates for the estimated 1% decline in real GDP growth,
should the full US tariffs come into effect.

The latest data from the Chinese Customs Administration (above)
showed that in response to the latest stimulus measures Chinese
imports surged during the three months ended August (source data),
whilst copper prices continued to drop. We would suggest that based on
the historical relationship, copper prices are due a rebound.
China stimulus and Emerging Markets

China constitutes 15% of world GDP and generates one-third of global
growth, according to data from the IMF and the World Bank. Thus
investors are once again looking to China to provide support to emerging
markets through stimulus.

Thus, the MSCI EM Index could be in for a period of gains.
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The Yen Week - Bias is Bearish
By Tony Nyman, IGM Head G10 FX & IGM Ed Blake, Chief Europe FI Technical Analyst
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Expected Usd/Jpy trading range is 113.00/114.50.

We're not quite as bearish as normal and we are hearing a few murmurs of the possibility of a cap at the current double top high of 114.54/55.
Cont. Page 10
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It has served us well though so we're going to stick with trend on the
growth and yield advantage cards. See bottom left of the Dashboard
and the 300-plus bp UST-JGB 10-year spread.
However, we'll keep a keen eye on US stocks path and note the S&P 500
also tentatively topped at 2940/41 amid two straight lows. The
uptrend/surge has been a chief reason for our Usd/Jpy bullish stance
and any sign of a correction we'd probably head for the hills on the Usd.

• Extended the rally from August's 109.78 base to reach last Thursday's
114.55, 11-month high, before minor corrective easing
• Studies have lost upside drive, but whilst last Wednesday's 113.52
low limits any further near-term easing, watch for the uptrend to
resume
Not too much on the Japan calendar to stir markets this week, although
we'll be looking to see if the general macro backdrop continues to show
relative strength.
US wise, it's probably about US PPI/CPI Wed/Thu. Mixed numbers
expected, but the bar is high after recent hawkish comments from Fed's
Powell. Talking of the Fed, main attraction speaker wise could be
Williams Wed, will he temper the markets' hawkish interpretation of the
Fed Chief's most recent speech?

• A clearance of the 114.55 peak would initially expose Fibonacci levels
at 114.95/115.10 (equality of 104.56/111.40 from 108.11 and .618
projection of 104.56/113.17 from 109.78)
• Only under 113.52 would delay and risk a deeper short-term
correction towards 113.17/112.56 (19 July high/27 September low),
before the uptrend resumes
RISK: Clearly plenty - US data/Fed speak, US stocks and of course US led
trade disputes and possible Japanese investor repatriation.
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Falling Aggregate Open Interest A Possible Red Flag For Oil
By Robert Graystone IGM Fixed Income Strategist & Ed Blake IGM Chief Europe FI Technical Analyst
The last month has been kind to oil bulls, with Front-Month Brent now
on track for its fourth consecutive week of gains having taken out several
of our upside targets to trade just shy of USD85/brl. Of course, the
important question is whether or not this dynamic will continue over the
months to come. We remain bullish into year-end, but falling aggregate
open interest suggests that some investors have been trimming long
positions.

Back to Index Page

will be in the spotlight. Past that, the IEA will be in focus on Friday after
the agency chief called on oil producers to "take steps" to cool the
crude's price rise, saying "expensive energy is back at a bad time for the
global economy".
In terms of latest market views, FGE (via Bbg) suggest that Brent could
push above USD100/brl as early as Q2 2019 if US sanctions on Iran are
fully enforced. This would come to fruition if prices continue to rise at
the same rate that they have done YTD, which would bring the
USD90/brl mark into focus for year-end 2018. The industry consultant's
outlook is even more bullish (USD150/brl) if a military conflict occurs in
the region - the probability of which they see at 30%.

From a fundamental perspective, it seems that little has changed upward pressure on crude is stemming from concerns that
rising OPEC+ output will not be enough to offset the drop off in Iranian
exports as buyers turn their backs on the country's oil in order to avoid
facing penalties once US sanctions come into effect next month. On that
note - the next major event on the agenda for oil traders will this week's
OPEC monthly report - production figures from Saudi Arabia and Russia
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By Tim Cheung IGM Head of China, Riki Zhang IGM EM Analyst
Despite the introduction of a number of policy loosening measures
starting in early July, China onshore bond defaults continue to increase.
• We saw another 7 corporate defaults in the last week of September,
bringing the YTD defaults to 50 cases.
• They consist of 37 publicly-offered bonds (see chart 1) and 13
privately-placed debt securities, involving CNY56.1bn in money terms.
• In our view, the loosening monetary policy stance will remain biased in
favour of the higher-rated bond issuers.

As a result, credit differentiation in the corporate sector will continue to
widen (chart 2), forcing the investors to keep moving upward along the
credit ladder.
A deteriorating onshore credit outlook combined with a potential
tightening of the rules on new home presales is likely to put some Chinese
property developers into a difficult liquidity situation.
Quite possibly, some developers will have to rely more on offshore market
in refinancing their onshore debt obligations over the next few quarters.
Cont. 13
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China Insight: Property Developers Feeling The Pressure Of Increasing Onshore Defaults
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Among the five property developers (chart 3) with the widest funding gap,
we see relatively high supply risk for GZRFPR and SHIMAO.
These two developers had their funding needs accounting for 46%-109%
of their cash balances as of end-1H18. Even if they do not purchase any
land in 2H18, their funding needs are still high, representing 27%-61% of
their cash. Besides, they both have a meaningful offshore bond funding
gap, which further increases their need to issue offshore bonds in the near
term.
Perhaps, it is better for investors to switch out of the names under more
funding pressure into those under less, such as SHUION and SUNAC.
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US 10Yr TIPS – New 7½Yr Highs As Bulls Target 114.2/120.6
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Technical Analysis by IGM’s Ed Blake
• Rallied through the 94.9/95.1 barrier (18 May/25 September former
peaks) to establish new 7½ year highs
• Firming studies buoy for 110.0 (50% retrace of 315.8/-95.8 fall),
perhaps a 13-month rising channel resistance at 114.2
• Sustained gain would target the 132.5/137.8 zone (.764 projection of
-95.8/92.6 from -11.5 and 2011 top - 9 February)
• 94.9/95.1 should limit any corrective dips and only below cautions for
87.7 (28 September low/near 1 August high at 87.4)

____________________________________________
STRATEGY SUMMARY
Buy into corrective dips towards 95.1 in anticipation of a rally extension
targeting 110.0/114.2 and beyond. Place a protective stop beneath the
87.7 higher low

R5
R4
R3
R2
R1

132.5
120.6
114.2
110.0
106.0

S1
S2
S3
S4
S5

95.1
87.7
78.2
74.8
70.2

Resistance Levels
.764 Fibonacci projection of -95.8/92.6 rally from -11.5
22 February 2011 high
13-month rising channel resistance
50% retrace of the long-term 315.8/-95.8 fall
2018 peak – 4 October
Support Levels
25 September 2018 former high, near 18 May 2018 former high at 94.9
28 September 2018 minor higher low, near 1 August 2018 former high at 87.4
7 September 2018 low
Supportive 200 day moving average, bear 13-month rising channel support at 75.9
27 August 2018 higher low
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GBP/USD – Broader Bearish Momentum Dissipating?
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Technical Analysis by IGM’s Andrew Dowdell
• Trying to resume lower off 1.3298, but bearish momentum has
slowed, and the 100-Week MA has flattened out.
• Below 1.2786 could trigger fresh lows, but strong supports from
1.2589 to 1.2351 may limit further weakness.

• Above 1.3298 hints at wider basing, opening 1.3472 initially ahead of
the tough 1.3618/1.3712 zone.

_____________________________________________________________________

STRATEGY SUMMARY
Below 1.2786 could trigger a deeper setback to 1.2662/1.2589, possibly
1.2439/1.2351. Above 1.3298 hints at wider basing, opening 1.3471,
possibly the 1.3618/1.3712 zone.

Resistance Levels
R5
R4
R3
R2
R1

1.3850
1.3712
1.3618
1.3472
1.3298

200-Week MA
1 March 2018 low
10 May 2018 high
7 June 2018 high
20 September 2018 high

S1
S2
S3
S4
S5

1.2786
1.2662
1.2589
1.2439
1.2351

Support Levels
5 September 2018 low
15 August 2018 low
21 June 2017 low
76.4% of 1.1841 – 1.4377 rally
10 April 2017 low
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